Tax Reform: Another ‘Historic’ Promise

By Rep. Jon McKane and David Trahan

In a Bangor Daily News (BDN) article in February 2005, Maine Revenue Services reported that under the new property tax reform plan known as LD 1, “the average residential property owner could expect a tax reduction of $328.” Around the same time, the Lewiston Sun Journal ran a piece with a photo of Governor Baldacci, surrounded by smiling lawmakers, signing LD 1. He proclaimed “an historic moment for the people of this state.”

Fast forward now to June 8, 2007. On the BDN’s front-page ran a pie-in-the-sky story about yet another tax reform plan, entitled “Package looks for $150 million in Tax Cuts.” You will find the same sorts of wild claims of tax reductions backed up by, yes, Maine Revenue Services.

In the two years since LD 1’s passage, it has proven a dismal failure in holding down taxes or spending. According to the Tax Foundation, a national taxpayer watchdog group, Maine’s state and local tax burden has now risen to an all time high of 14 percent of income. So much for claims of an “historic moment.”

Now, with only days left in the current legislative session, the Taxation Committee has voted out a massive new tax reform plan. The 35 page document contains dozens of sweeping policy changes, many of which have been soundly defeated by previous legislatures. But supporters of this proposal will try the same tactics of posturing and promises, backed by optimistic claims from Maine Revenue Services, to try and slide this massive bill into law. 

It would be impossible to explain all that is contained in the bill in one column, but we will try to hit the most important elements.

Sales Tax Expansion

The most dramatic, far-reaching and controversial component of this reform package is the expansion of the sales tax to dozens of services currently exempt from taxation. Before detailing the specific things to be taxed, let us mention the general categories: Personal care services; personal property services; real property services; installation, repair and maintenance services, transportation and delivery services; and amusement, entertainment and recreational services. 

Almost anything you can imagine under those general headings would be subject to sales taxation. Under personal care, you have hair care, nail care, health clubs, and even funeral services. It also would extend the current tax on cable TV to include the “basic” package.

Personal property services include pet grooming, house cleaning, painting, furniture and carpet cleaning, moving services, boat moorings and dockage, janitorial services, dry cleaning and more.

Real property services will hit virtually everyone in Maine. It includes snow plowing, pest control, pool services, landscaping, plumbing, electrical work, building maintenance and chimney cleaning. Some construction services, luckily, are exempt, or they would have added $10,000 or more to the cost of building a house.

All in-state transportation of persons and property come under the sales tax, including taxis, rail, water, air or bus. Travel agency fees get hit, too, as do delivery and courier services.

The broadest category is amusement and recreation. Ski lift tickets and golf greens fees would be taxed. So would movie tickets, sporting events, concerts and amusement parks. Even paint ball facilities would charge the sales tax. Parents who send their kid to summer camp in Maine? Yes, there would be a sales tax on campers. Guided tours and excursions are on the list. So are lessons in music, dance and martial arts.

There are some other little surprises. The sales tax would go to 8 percent on meals, prepared food and lodging. Beer and wine “excise” taxes would rise. Car rentals would be more heavily taxed.

Part three of the plan authorizes a local option sale tax to reduce property taxes. Again, this policy pits one group of Maine citizens against another. In cities like Portland, Bangor and Kittery, with shopping malls and tourist attractions, residential property owners would benefit from a local option sales tax. Residents of small rural towns with little retail sales and amenities will end up subsidizing the infrastructure of larger, more affluent communities. This policy change would guarantee a statewide financial inequity in education and public safety and further accelerate the economic decline of rural Maine.

The key “selling point” of the plan is that, by expanding the sales tax base, we would cut Maine’s income tax to a flat 6 percent. However, the new system repeals all income tax exemptions and deductions, such as for your mortgage interest, and replaces them with a new variable household credit. It also repeals the alternative minimum tax. 

As a stand-alone proposal, this section of the bill would receive significant support. Unfortunately, this piece of the bill is the one that must be paid for by the state at a cost of about $246 million.  This cost is the philosophical and political frontline in this battle. Many legislators believe this tax cut should be paid for by reducing spending. Instead, it is being funded by the sales tax expansion. 

Property Tax Changes

The reform plan would expand Maine’s so-called “Circuit Breaker” program of property tax rebates. The chronic problem with the Circuit Breaker is participation. The program is under-utilized. Many legislators would like to make this benefit automatic as part of the state income tax form, but Maine Revenue Services has resisted this change, most likely because it would refund many more millions of dollars. Interestingly, the money you receive under this program is taxable income. When the program expands, Maine government receives an income tax kickback.

The plan also authorizes municipalities to opt out of the unreimbursed portion of the Homestead Exemption program expansion.  Under the plan, the Homestead Exemption would increase from the first $13,000 of property value to $26,000. The state will pay only half of the cost. Under the reform plan, towns will have the option to hold a local referendum to vote against paying for the expansion.

This is one of the more insidious aspects of the reform package. This type of local referendum will pit overtaxed homeowners against already overburdened small business owners ineligible for the Homestead Exemption. In many cases, small businesses will be forced to pay for property tax cuts that should have been paid for by the state. In other cases, small business owners who live in the same community as their company will see higher business property taxes to give themselves a residential property tax cut. Towns that have little business activity will be forced to ask their residents to raises mill rates to pay for their own property tax break. How’s that for a deal?

If perchance you do save a little on the property tax side, the state would relieve you of it by a huge jump in the real estate transfer tax (RETT), paid by every buyer and seller of a house. The current RETT is $4.40 per thousand dollars. On a $100,000 house, for instance, the transfer tax is $440. 

The new rate would rise to $6.00 per thousand for primary residences less than $300,000 and to $10 per thousand for all other homes less than $300,000 – such as ski condos and lakefront camps. The rate climbs absurdly to $15 per thousand for all homes in excess of $1 million. No wonder the real estate industry hates this plan.

This tax reform proposal is the product of many hours of hard work by members of the Taxation Committee. But like LD 1, it is not true tax relief. Increasing taxes to cut taxes is not what we need. Instead, the plan opens the door to much more tax revenue to state coffers, and will yet again increase our overall tax burden. 

True tax relief can come only with a decrease in government spending. The new budget, which starts July 1, increases spending by $468 million – that  is not a good start.
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